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Executive Summary

Purpose How much does medical malpractice insurance add to the nation’s

health care costs? What are physicians and hospitals paying for mal-

practice insurance? How much have costs increased and how do they ,

vary? The lack of sufficient data to answer these and other questions is
hampering efforts by the Congress and others to determine how to

address the concerns of health care providers aboiit the high cost of
insurance.

GAO made this review at the request of Representative John Edward

Porter and Senator John Heinz, Chairman, Senate Special Committee on
Aging, to develop current information on medical malpractice issues,
including the cost of insurance for physicians and hospitals.
Background The cost of medical malpractice protection for physicians and hospitals
. consists primarily of premiums for purchased insurance. For hospitals,
however, the costs of malpractice also include contributions to self-
insurance trust funds and payments made from general revenues and

reserves for uninsured malpractice losses:

Malpractice insurance is but one of a number of expenses incurred by

physicians and hospitals in doing business. Its cost can be put into per-

spective by viewing it individually and in comparison to total expenses
and income. ;
o obtain data on malpractioe insurance costs, GA0 asked (1) leading
insurers tn all states anid the District of Columbia to provide premium

nationally representative sample of nonfederal hospitals about the
Sources, coverage limits, and costs of their malpractice insurance. GA0

insurance, for self-employed physicians and from the American Hospital

Association on hospital total expenses and net revenues.

on physician gross income and practice expenses, including malpractice

640 analyzed the hospital data in terms of cost per inpatient day, a com-

monly used measure for hospitals.

e —————— e il —
esults in Brie From 1983 to 1985, total medical malpractice insurance costs for physi-

Results in Brief cians and hospitals rose from $2.5 billion to $4.7 billion. The 100-percent

increase in physicians’ malpractice insurance costs and the 57-percent

increase in hospitals’ costs for that period are both much greater than
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Executive Snmmary

the change in either the consumer price index or the medical care index,

which increased by 8 and 13 percent, respectiveiy. The medical care
index is an element of the consumer price index relating to the cost of
provxdmg medical services. Indications are that insurance costs for phy-

sicians and hospitals will increase substantially in 1986:

Total malpractice insurance costs for physicians inc-eased from $1.7 bil-
lion in 1983 to $3:4 billion in 1985. These costs varied widely by spe-

cialty, by state, and within some states. As a percentage of total
proféssmnal expenses; malpractlce msurance costs which averaged 7

tively, are relatively small in relation to other expense items, such as
nonphysician payroll and office exvenses. However, from 1982 to 1984
malpractice insurance costs increased at a greater rate than did the
other expense items. The highest premiums for medical malpractice

insurance for physicians are primarily concentrated in high-risk special-
ties and in Florida, Illinois, Michigan, New York, and the District of
Columbia.

Total malpractice insurance costs for hospitals increased from $800 mil-
lion in 1983 to. $1 3 billiori in 1985. These costs varied by lrfcation a:id

same perlod about 1,920 hospitals increased their coverage hrmts The
effect of the increase in hospital malpractice insurance costs was com-
pounded by a reduction in total mpatlent days over the same penod As

Average inpatient day cost attnbutable to malpractlce msurance how-

pltals in 1983 and 1985.

Physicians’ Costs Varied
Widely

The July 1, 1985, premium guotes GAo obtained froiu the leading insurer
in each state and the District of Columbia showed that the annual cost

of insurance varied mdeiy by specialty and location: For example, for

the same coverage lmuts and mhcy type obstetncnans/ gyneeologrsts in

$13, 376 $30,818, and $68 116, respectwely In contrast physicians in

the same three locations with the same coverage limits and policy type
who practiced internal medicine and performed no surgery would hzve

Page 3 GAO/HRD-86-112 Medical Malpractice Insurance Costs



EY, .cutive Summary

- paid $2,015, $6,069, and $13,413,; respectively. Insurance costs for

obstetrics/gynecology increased more than those of other specialties.
From 1982 to 1984 (the latest year for which data were available from
the American Medical Association), average insiirance costs for self-

employed physicians increased by 45 percent, with increases ranging by
specialty from 21 percent for pediatrics to 72 percent for obstetrics/

- gynecology.

Premiums Are a Small Part
of Costs and Income

Premium costs rank fi‘diifiii’ on the list of five major expense items for

self-employed physicians. These items are rionphysician payroll, 33 per-
cent; office expense, 26 percent; medical supplies, 11 percent; malprac-
tice professional insurance, 9 percent; and medical equipment, 6 percerit.
Premium costs increased more than any of the other major cost ele-
ments, with increases ranging from 1 percent for nonphysician payroll
to 45 percent for malpractice insurance. As a percentage of gross
income; premium costs varied by specialty and ranged from 2 perceiit

for internal medicine to 8 percent for obstetrics/gynecology.

Hospital Daily Inpatient
Costs Almost Doubled

From 1983 to 1985, the avef‘aggﬁﬁéﬁnﬁlfnilpgactnce insurance cost per
inpatient day increased by 85 percent—from $3.02 to $5.60. The inpa-
tient day cost of malpractice insiirance was determined by dividing total
malpractice insurance cost by total inpatient days. During the 1983-85
period, total inpatient days decreased by about 13 percent from 267 mil-
lion to 232 million, while total malpractice insurance costs increased by

about 57 percent from $849 miillion to $1.336 billion: The increase in

average inpatient day malpractice insurance costs over this period is
much greater than the 26-percent increase in expenses per inpatient

day, which rose from $392 to $494.

The range of malpractice insurance costs and the amount of increase per

inpatient day varied considerably. In 1985, for example, about 49 per-

cent of the hospitals had malpractice insurance costs of $3 or less, while
12 percent had costs of more than $10 per inpatient day. Although
changes in inpatient day costs from 1983 to 1985 varied widely, about
39 percent of the hospitals had increases in inpatient day costs of 100

percent or more from 1983 to 1985.

- Hospital Costs Varied by
Size and Region

size of hospital. The sruallest hospitals (under 50 beds) have the lowest

cost, and the largest hospitals (500 beds and over) generally have the

Average inpatient day malpractice insurarice-costs varied by region and
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Executive Summary

highest costs. However, hospitals with very large percentage increases
in malpractice insurance costs between 1983 and 1985 were concen-
trated among the smaller hospitals (under 50 beds): For example, about

38 percent of the hospitals experiencing increases in average inpatient
day insurance costs of 200 to 299 percent had under 50 beds.

A number of hospitals also prov1ded comments indicating that while

insurance costs were rising, the revenue base over which these costs
could be spread was decreasing as inpatient days declined and new cost
containment regulations or eligibility restrictions were initiatec oy the

states and the federal government: This ptt them in a “‘squeeze” situa-
tion, in which they were not able either to absorb the premium cost
increases without adverse effects on operations or to pass on the

increases to patients or other purchasers

< AN

Recommendations

This report contains no recommendations.

Agency Comments

640 did not obtain comments on this report.
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Chap;ér 1

 ———————————————— — DT —
There are both direct and indirect costs associated with medical mal-

Background

At the request of Representative John Edward Porter and Senator John
Heinz, Chairman of the Senate Special Committee on Aging, we under-
took a review of medical malpractice issues, The objectives of our

review were to develop information for the Congress on:

L. The views of major medical, legal, insurance, and constrier interest
groups about the existence and nature of any current or impending mal-
practice problem:

2. Alternative aﬁﬁréaéﬁéé to resolving medical méipi-ai:tiéé claims.

1e economic costs attributable to medical malpractice, primarily the

3.

direct costs of malpractice insurance for physicians and hospitals.

4. The medical malpractice situation in six selected states (Arkansas,

California, Florida, Indiana, New York, and North Carolina).

5. The characteristics of a national sample of malpractice claifs closed

during 1984, including the allegations of negligence leading to claims,
severity of injuries, economic losses of injured patients, compensation

paid, and time required to close the cases.

The first in a series of reports we plan to issue on these matters, Medical
Malpractice: No Agreement on the Problems or Solutions (GAO/HRD-86-
50, Feb. 24, 1986, focused on the views of major interest groups con-

cerning malpractice problems ard alternative approaches to resolving

malpractice claims. That report presented the perception of health care
p’i‘b'vi’déi' organizations that the high cost of medical malpractice Htéur-

ance was a major problem. This report presents information on the cost
of malpractice insurance for physicians and hospitals. Later reports will
provide information on the current malpractice situation in the six

States and the characteristics of malpractice claims ¢losed in 1984

practice. The direct costs are primarily related to the cost of malpractice
insurance. The indirect costs include (1) the lost productivity of physi-
cians defending against malpractice claims, (2) the rediiced access to

care when physicians discontinue practicing in certain locations and

specialties or refuse to perform certain procedures; and (3) the )

increased cost of health care resulting from the practice of defensive
medicine.

Page 12 GAO/HRD86112 Medical Malpractice Listrasce Costa
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Chapter 1
Introduction

Defensive Medicine -

Defensive medicine has been defined as:

“The alteration of modes of medlcal practlce, induced by the threat of habthty, for

the principal purposes of forestalling the possibility of lawsuits by patients as well
oo ]

as providing a good legal defense in the event such lawsuits are instituted.

Health care providers responding to the threat of malpractice litigation
may (1) perform additional diagnostic tests and/or treatment proce-

dures, (2) maintain more detailed patient records, (3) increase the

nimber of follow-up visits by patients, and (4) spend more time with

patients. The Association of Trial Lawyers of America has stated that

this type of ‘‘defensive medicine” is merely careful medicirie. The Amer-

ican Medical Association (AMA), on the other hand, has stated that these

practices are not dictated by medical need but by the perceived need to
reduce the risk of incurring a malpractice claim. As such, they state,

these practices are of marginal benefit to patients and do not justify the

added cost. The threat of medical malpractice litigation may also induce

some physicians to refuse to perform certain high-risk procedures, to

change their specialty or the location of their practice, or retire early.

The cost of defensive medicine is impossible to quantify with any degree
of confidence because of the difficulty in developing a sound method-

ology to isolate “‘defensive” practices from medical care provided for

good clinical reasons. In 1985, AMA estimated the a—rmuai cost of defen-
sive medicine to be abotit $15 billion.

Elements of Malpractice

Insurance

Most health care providers (physxcians and hospitals) purchase profes-
sional liability insurance to protect themselves from medical malpractice

claims. Under the insurance contract, the insurance company agrees to

accept financial responsibility for paying any claims up to a specific

limit of coverage during a fixed period in return for a fee. The insurer

investigates the claim and defends the health care provider. ‘However, in

addition to or in place of purchased insurance, some hospitals self-

insire all or part of their medical malpractice risk. Others make no

formal provision for coverage but pay losses as they are incurred from
general revenues and reserves. Insurance ¢ compames buy reinsurance

from other insurers to cover potential losses that may be too large for
the individual company to absorb.

!ﬁéfpofrit of the Secretary’s Commission-on Medieal Malpractice, Departiment 'o't: Health, Eiiiiéﬁﬁ’dii; End
Welfare, 1973,

Page 13 GAO/HRD-86-112 Medical Malpractice foe Insuraiice Costs
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Chapter 1
Introdaction

Variation of Rates Malpractice insurance rates for physicians vary by specialty and geo- _
graphic location and generally increase in proportion to the amount and
complexity of surgery performed: Rates may vary from state to state
and within a state. For rate purposes, insurarice companies usually

Types of Polcie

group physician specialties into distinct classes: Each class represents a
different level of risk for the company.

The number and composition of rate classes may vary from company to
company. For example, the St. Paul Fire and Marine Insurance Company
uses 8 rate classes for physicians, whereas the Medical Liability Mutual

Insurance Company of New York uses 14. Rates are typically deter-
mined based on the claims experience of the class rather than that of the

individual physician. Some insurance companies assess a surcharge, in
addition to the standard rate, for physicians with an unfavorable mal-

practice claims experience.

Malpractice insuranice rates for hospitals are frequently based on the
malpractice loss experience (in term of numbers of claims filed and the

amount per paid claim) of the individual hospital: For example, in deter-
mining its rates; the St. Paul Company includes a factor to adjust its

standard rates for each hospital’s historical malpractice loss experience.

Malpractice insurance is written on either an occurrence o a claims-

made basis. An occurrence policy covers malpractice events that
occurred during the policy period, regardless of the date of discovery or

when the claim may be filed: A claims-made policy covers malpractice
events that occurred after the effective date of the coverage and for
which claims are made during the policy period. Premiums for claims-

made policies are gerierally lower at first because the risk exposire to
the insurer is lower, but premiums increase each year the health care
provider is covered until the 5th year, when they mature or stabilize.

Generally, even if the expected number of claims and size of awards/

settlements were the same for both policy forms, the occurrence rate
will be higher than the mature claims-made rate for identical limits of

coverage. This is becatise the uncertainty involved in projecting losses
that will not be reported for some years into the fiitiire (occurrence
policy) is greater than that involved ir projecting losses to be reported

Page 14 GAO/HRD-86-112 Medical Malpractice Lisiiranice Costs
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Chapter 1.

Coversne Limits

in the current year (claims-made policy).? According to Joseph B. Nardi,

President of the St: Paul Medical Services Division, claims-made pricing
is more accurate because it is based on claims already reported to the

company, whereas the pricing of an occurrence policy is based not only
on known claims; but also on speculative projections of claims yet to be
reported in a legal environment yet to be experienced.?

To cover claims filed after a claims-made policy has expired (such as

would occur when the health care provider changes insurers or discon-
tinues providing medical services), the health care provider may pur-
chase insurance known as a reporting endorsement or “tail” coverage.
The St. Paul Company has stated that it bases the cost of tail coverage
for physicians and hospitals on the rates, and thus the legal environ-

ment, in existence when the coverage is purchased.

Typically, medical malpractice insurance policies have a dollar limit on

the amount that the insurance company will pay on each claim against

the insured (per-occurrence limit) and a dollar limit for all claims _

against the insured (aggregate limit) for the policy period, usually 1
year. For example, limits of coverage of $1,000,000/$3,000,000 mean

that the insurer will pay up to $1,000,000 on a single claim and up to
$3,000,000 for all claims against the insured during a policy year. The
higher the limits of coverage, the greater the cost of the insurance; how-
ever, cost does not increase in direct proportion to increasing limits of

coverage. Small or moderately sized claims occur more frequently than
do very large claims.

Health care providers may purchase medical malpractice insurance cov-
erage in layers from different sources if the limits required by state law
or desired by the provider cannot be obtained from a single source. For
example, some states have patient compensation funds or catastrophic
loss funds; which work in combination with insurance purchased from
an insurance company. Physicians in Pennsylvania, for example, are
required to have $1,200,000/$3,600,000 in malpractice coverage. The

first $200,0007$600,000 is obtained from an insurance company, and
the next $1,000,000/$3,000,000 from the state-operated catastrophic

loss fund. A Pennsylvania physiciar. desiring coverage beyond the -

ZMyron F. Steves, Jr., “Medical Professionial Liability" from Professional Lisbility in the Eighties, a
monograph published by the Society of Chartered Property and Casualty Underwriters, Fall 1983,
Pp. 89-100.

S physician and Surgeons’ Update,” St. Paul Fire and Makirie Insiirarice Company, 1984, p. 3:

Pige 15 o GAO/HRD86-1i2 Medical Malpractice Insarance Costs

16



Introduction

required level would then have the option of purchasing additional

mits of coverage from the same insurance company writing the

$200,0007/$600,000 limnits or from another company.

Deductibles Because small and moderately sized claims occur more frequently than

very large claimis, insureds who assumie a portion of this risk through a
deductible can reduce their insurance premiums. Under a policy with a

deductible provision, an insurer is liable only for losses in excessof a
stated amount up to the policy limits. For example, if a hospital incurred

2 $300,000 malpractice loss while insured under a $1,000,000 per-
occurrence policy with a $100,000 deductible; the hospital would pay
$100,000 of the loss and the insurer would pay $200,000. Generally. the

higher the deductible; the greater the premijum savings.

Sornie hospitals with a deductible provision “insure” this risk by estab-
lishing a self-insurance trust fund. Others pay these losses as they are
incurred from general revenues and reserves,

Medical Malpractice During the 1980-85 period, the medical malpractice insurance market

Insurance Market was sigaificantly affected by increasing payments for malpractice

Conditinne Fraee 1020 - claims, declining interest rates, and a tightening of the reinsurance

fggg‘tm“s From 1980 to market. These factors, as discussed below, contributed to increased
costs of malpractice insurance for physicians and hospitals:

Increasing Loss Paymenits The number (frequency) of claims and the average paid per paid claim

(severity) are the primary factors that affect the cost of insurance.
During the 1980-85 period, both the number and the severity of claims
were increasing. As a result; the total payments made by malpractice
insurers were increasing.

According to the St. Paul Company; which in 1985 insured more than

66,000 physicians in 44 states and about 1,656 hospitals in 47 states;
both the frequency and severity of claims for physicians and hospitals
have been in¢reasing. The number of claims reported per 100 physicians

increased from 10.5 in 1980 to 15.1 in 1983 to 17.8 in 1985—an overail
 Increase of about 70 percent since 1980. The riumber of claims filed per
100 occupied hospital beds increased from 2:1 in 1980 to 3.0 in 1983 to
4.3 in 1986—an overall increase of about 104 percent. For physicians,
the average amount paid on claims closed with payment increased from
$28,059 in 1980 to $53,380 in 1983 to $70,170 in 1985—an overall

‘Pagels GAO/HRD86-112 Medical Malpractice Lusiraiice Costs
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Introduction

Declining Interest Rates

on claims closed with payment increased from $12,802 in 1980 to

$26,735 in 1983 to $40,281 in 1985——an overall increase of about 215

percent:

Bonds are generally the largest single type of asset held by property/

casualty insurers:* Mavis Walters, Senior Vice President of Insurance

Services Office,’ stated that there was no reason to believe this would be

markedly different for medical malpractice insurers. From the time
provider-owned malpractice insurance companies began entering the
market in the mid-1970’s until mid-1984, interest rates on bonds gener-

ally mcrrased The movement of mterest rates on Moody'’s Corporate

increased from January 1978 to September 1981, reachmg a high of

15.49 percent: After decreasing to 11.46 percent in May 1983, interest

rates on these bonds began mcreasmg agam, reuchmg 13.55 percent in

s'eadily dechned In December 1985 the rate on Moody s Corporate

issues was 10.16. The general direction in the movement of rates during

this time was the same for other bonds, such as U.S. Government 10-
Year Constant Maturity Bonds and Moody's Aaa State and Local Bonds.

The objective in establishing insurance premium rates is to develop rates

that will be appropriate for the period during which they apply: To be
appropriate, the rates must generate funds to cover (1) losses occumrig

during the period, (2) administrative costs of running the company, and

(3) an amount for unknown contingencies, which may become a profit if
not used.

practice insurers were engaged in intensive competiti(m for market
share: According to Ms. Walters; many compames priced their malprac-

tice policies below actuarially indicated levels in order to be competitive

and in recognition of the investment income that would be earned at the
existing high interest rates. This practice, employed by property/casu-

alty insurers in general as well as medical malpractice insurers; is

referred to as “cash flow underwntmg " Ms. Walters stated that when

4Terrie E. Troxel, et al. _pg@y-kiabdigy Insurance Accounugg and Finance, American Institute for

Property and Liability Underwnters, 1983, p. 63.

5The Insuranee Servxca Off' ice |s a nonprof it corporiuon that makes available ratmg, statistical;

actuarial, policy form, and related services to any U.S. property/casualty insurer.

Page 17 GAO7/HRD-86-112 Medical Malpractice Insurance Costs
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Tightening of Reinsurance Market

interest rates declined, insurers began to raise prices closer to actuari-

ally indicated levels, now recognizing lower levels of investmerit income:

The rcinsurance market was also affected by increasing payments made

on claims by insurers and decreasing interest rates, The net effect was a
tightening of the reinsurance market resulting in higher insurance costs,
less availability of higher coverage limits; more restrictive terms and

policy restrictions when limits are available, and greater assumption of

losses on the part of insurers.

Reinsurance allows companies to share their risks with other companies

and to stabilize insurance losses; which may fluctuate considerably. The
capacity (annual net premiums written in relation to policyholders' sur-
plus; i.e.; owners’ equity) and willingness of the international reinsur-

ance market to accept part of the risk for potential malpractice losses is

important to ensuring the availability of medical malpractice insurance.

According to the St. Paul Company in 1985, recent deteriorating under-

writing results (losses in relation to premiums earned) of malpractice

insurance companies caused some reinsurance companies to withdraw

from or reduce their involvement in the malpractice insurance market.
The St: Paul Company stated that reinsurers that continue to provide

malpractice coverage are increasing the premiums they charge insur-

ance companies and that some reinsurers are requiring insurers to

assume more of each loss and, therefore, absorb more total losses. The
St. Paul Company added that some reinsurers have refused to reinsure
occurrence malpractice policies or have reduced coverage limits they
will offer.s

During the period of high interest rates, reinsurers were also highly
competitive for market share: As with primary insurers; this competi-
tion was reflected in lower than actuarially indicated insurance prices.

According to John C. Etling, President of General Reinsurance Corpora-

tion,” as long as interest rates remained high, the poor underwriting
results were masked. He stated, however, that when interest rates

turned in 1984 and the losses appeared, th> immediate reaction of both

®“The St. Panl’s Hospital Update,” St. Paul Fire and Marine Insurance Cortipany, 1985, p. 4.

"Presentation at the 10th Internatioral Captive Insirance and Reinsurance Forum; March 1986, as
reported in Business Insiirance , April 4, 1986.

Page 18 GAO/HRD-86-112 Medical Malpractice Insurance Costs

g



Chapter }
Introduction

insurers and reinsurers was to stop the losses, raise rates, cancel busi-
ness, withdraw from markets, and cut lines of insurance written and

classes of risks assumed.

fffffff Our overall objective was to develop information on the direct cost of
GbleetWEb’ Scope, and medical malpractice insurance for physicians and hospitals. To accom-

Methodology plish this; we (1) requested the leadirg insurers of physicians in the 50
states and the District of Columbia to provide their rates for selected

physician specialties as of July 1, 1985; and (2) surveyed 1, ;782 hospi-

tals in those 51 jurisdictions regarding their sources, coverage limits;
and costs of malpractice insurance for policy years 1983-85.

Physician Costs To develop information on trends in physicians’ medical malpractice

insmrance costs, we obtained and analyzed reports from AMA’s Profile of
Medical Practice and Socioeconomie Monitoring System (SMS). Both of

these sources provide information on physician income and expenses.

Through anrual : surveys; AMA collects earnmgs and expense data on

physicians involved in patient care activities. Physicians are chosen

from a stratified saraple selected fror: the AMA Physician Masterfile: The
Masterfile contains current and historical information on the profes-

sional activities, such as type of practice (patient care or nonpatient

care) and specialty of every known physician in the United States. AMA

then reports its information in terms of averages for each calendar year:
Because aMa data for 1985 will not be available until the fall of 1986

and there was a change in data collection methodology as well as incom-
plete malpractice insurance information in 1981, a transition year, AMA

data for the years 1981 and before were not comparable to later years.
Therefore we limited our use of AMA data to the 1982-84 period.

Further durmg this penod AMA reported expense data for only self-
employed physicians while reportmg net income for both self-employed

and employee physicians: Thus; we used the amMa data for self-employed

physicians to maintain consistency in our analysis: As for physician spe-
cialties; although sMs has 10 reporting classifications, during the 1982-
84 period, AMa consistently reported complete income and expense

(including malpractice insurance) data for only the following five spe-

cialties: general/family practice, internal medicine, pediatrics, surgery,
and obstetrics/gynecology. These were the AMA specialties used in our

trend analy51s for the 1982-84 period:

Page 19 GAO/HRDS6:112 Medical Malpractice Insurance Costs

20

> -




Chapter1
Introduction

We independently obtained malpractice premium rate quotes as of July

1, 1985, for primary? limits of coverage for each of seven physician spe-
cialties. To obtain the range of malpractice premiurs from low- to high-

risk specialties, we selected the following specialties shown in ascending
order of 1isk, as classified by the Insurance Services Office.

Internal Medicine (no surgery).

General/Family Practice (minor surgery).

General Surgery.

Arnesthesiology:

Obstetrics/Gynecology.

Orthopedic Surgery.

Neurbsurgé’ry.

The rate quotes were obtained from the leading insurer of physicians in

each of the 50 states and the District of Columbia for the predominately
purchased limits of primary coverage for each selected specialty. We

identified, from each state's medical society, the company that was the
leading insurer based on the largest number of physicians insured. In
July 1985, we requested each state’s leading insurer to (1) identify, for

the most recently completed policy year; the predominate ma!practice
insurance coverage limits purchased from that company in that state by
physicians in each of the seven specialties, (2) provide premium rate
quotes® as of July 1, 1985, for each selected Specialty for each unique

pricing territory in the state, and (3) provide the number of physicians

insured in each specialty by the company in the state.

Hospital Costs

To obtain information on hospital costs, we sent a questionnaire (see

app. VI) to 1,782 community hospitals, asking them to provide data on

their professional liability insurance. We asked hespitals to provide

information regarding the sources, coverage limits, and costs of both

their primary and above-primary levelsii of coverage for their policy

$The first Iayer of insurance coverage is cormmonily kiiowr a5 basic or primary coverage.
2We obtained rates for the type of policies written by the leading iresurers. For a claiiismade policy;
we aske ! for the mature rate (usually after 5 years). N

Community Hospitals, s defined by the American Hospital Associatior; are al rionfederal short
serm general (average stay of less than 30 days) and other special hospitals, excliding hospital anits
of institutions,

~!We refer to the basic level of Insuirarice liability coverage as primary and the coveragc above the

basic level as excess or above-primary coverage.
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years ending in 1983, 1984, and 1985. In addition; we asked each to pro-

vide data on the number of inpatient days, outpatient visits, and emer-
gency room visits and _problems experienced or expected in obtaining
insurance for the 1986 policy year. Seventy percent, or 1,248 hospitals;

returned completed questiornaires as of February 28, 198€. We also

obtairied hospital total expense and net revenue data for the 1983-85
period from the American Hospital Association (AHA).

The 1,782 sample hospitals were randomly selected from 5,783 commu-
nity hOSpltalS reported for the 50 states and the District of Columbia' in
AHA’s 1984 Edition of Hospital Statistics. The 1984 Edition presented

statistical data—by hospital size (number of beds) and geographic loca-
tion among other things—obtained thrnugh AHA’s 1983 Annual Survey
of Hospitals.

At our request, AHA randomly selected a sample of hospitals from a

stratified universe. According to AHA’s sample design, the universe was
divided into 72 strata reflecting eight hospital sizes within each of the

nine census regions (see app: I). This design permitted us to analyze indi-
vidual regions and hospital sizes but did not permit analysis by hospital
size within regions. The AHA sample was weighted so that proportion-

ately more large hospitals were selected because of perceived greater
varlablhty among such hospitals.

We pretested several drafts of our questlonnalre bv mail at hosp;tals of

various sizes selected throughout the nine regions and by in-person

visits to hospitals in the Washingtun, D.C., metropolitan area. The infor-
mation gbﬁtﬁaﬁaggd was used to refine the questions and terminology used
in the final questionnaire:

We initially mailed the 1,782 questionnaires on July 29, 1985, with
follow-up mailings to nonrespondents on September 20; 1985; November
13, 1985; and January 31, 1986. We pledged to keep confidential the
nares of individual hospitals participating in the survey.

As we received the completed questionnaires, we reviewed the data pro-

vided for consisternicy and completecness before coding the responses for
keying irto our data base. Where data items appeared inconsistent or
incomplete; we contacted the hospital personnel by telephone and

attempted to obtain the mlssmg data or resolve the inconsistencies; how-
ever, some hospltals could niot provide all of the data requested. We did

12Hospitals in the U.S. territories were excluded from our study universe.
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not verify the accuracy of the data provided. Appendix VII provides sta-

tistical information on the universe; our sample, and the respondents by
hospital size and census region.

Some of the hospitals provided reasons for not completing the question-
naires. The reasons cited included lack of staff, time constraints; and the -

complexities involved in obtaining the data becaiise of affiliation with a
multihospital system. Based on our tests of nonrespondents by region,
hospital size, and ov nership, we believe the characteristics of these hos-

pitals would not bz much different from the responding hospitals.

We primarily performed our analysis by nine geographic census regions

and seven hospital size ranges: The responses from hospials in the two

smallest size ranges (as shown in app. VII) were combined to improve
the reliability of our estimates for the smaller hospitals where we had
lower response rates.

We also analyzed some of the data according to the sources used by the

hospitals to protect themsei .+ from malpractice claims— self-insurarce
trust funds, purchased insurance, or combination of self-insurance and
purchased. A self-insurance trust fund is a reserve fund which is main-
tained in a segregated account by an intermediary and to which the hos-

pital makes contributions generally on an annual basis. Purchased

insurarce includes state catastrophic funds or patient compensation
funds as well as insurance provided by commercial carriers and

hospital-owned insurers. Our analysis of coverage limits was based ofi

the total primary and above primary per-occurrence limits obtained

through self-insurance and/or purchased insurance.

For our cost analyses, total hospital malpractice costs iriclude contribi-

tions to self-insurance trust funds, premiums for purchased insurance,
and uninsured losses. We determined the medical malpractice insurance

cost per inpatient day by dividing the total malpractice costs by the
number of inpatient days since most of the malpractice exposure and

insurance cost is related to inpatient services. For example, in devel-
oping hospital malpractice insurance rates, the St. Paul Company con-
siders 2,000 outpatient visits to be equivalent in risk exposiire to one
hospital bed which could produce 365 inpatient days. Hospitals

pretesting our questionnaire were generally not able to distinguish
between the portion of their total malpractice insurance costs attribut-
able to inpatient versus outpatient services. Ana computes an average

expense per inpatient day by multiplying total expenses by the ratio of

total net (of contractual adjustments, bad debts, charity, and so forth)
Page 22 GAO/HRD86.112 Medical Malpractics Lnsiraice Costa
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inpatient revenue to total niet patient revenue and dividing the result by

the total number of inpatient days: Using At data on inpatient days

and outpatlerit wsns a.nd proranng malpractlce msurance costs on the

practice msurance for outpatient services as a percentage of the total

cost of malpractice insurance would have been 13.7 percent in 1983,
14.9 percent in 1984, and 16. 4 percent in 1985.

Our estimates are based on weighting procedures apphed to our 1 248

responding hospitals’ data by a statistical analysis package: In instances
where data elements ‘were mxssmg from a hospltal s response (e 8. 1983

(5,783) of hospitals in the universe. We verified a random sample of the -

data entered into the programs and tested the programs to ensure the
reliability of our analyses.

The sampling errors are stamd at the 95-percent confidence level: This
means that, with the data collected, the chances are 19 out of 20 that
the results obtained would not differ from the estimates by more than
the sampling error shown for each estimate. The values discussed in this
report and their sampling errors are presented in appendix VIII. We per-
formed our work in accordance with generally accepted government

audit standards.:

We did not attempt to determine why raalpractice insurarnce costs vary
among ph; sician and hospitals or whether malpractice insurance rates

were rezsonable ba.aed on claims experience:

Page 33 em/mum Medical Malpractice Insurance Costs
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Chapter 2

Physician Medical Malpractice Insurance Costs
Increased but Varied Widely by Location

and Specialty

A major part of the debate concerning medical malpractice focuses on
the premiums being paid by Physicians; the extent to which they are
increasing, and the percentage of total expenses that they represent.
Some physicians and physician organizations argue that malpractice
insurance costs are high and rising rapidly and that this is forcing some
physicians to practice defensive medicine, change practice specialties;
discontinue certain services and procedures, or retire early. The Associ-
ation of Trial Lawyers of America argues, however, that malpractice

premiums represent a small cost of doing business;

Total premitirms paid by private patient care physicians' increased from

$1.7 billion in 1983 to $3.4 billion in 1985. These increases far exceeded
increases in the consumer price index (cp1) and medical care index (McI)

over the same period. The rates and increases, however, varied consid-
erably by specialty and geographic location. Based on rates we obtained

as of July 1, 1985, physicians practicing orthopedic surgery, rieuirosiir-

gery, and obstetrics/gynecology generally paid the highest premiums.

According to the latest aMa data, physicians in these specialties repre-

sented about 11 percent of the total private patient care physicians.2
Rates paid by physicians in these and other specialties varied consider-
ably, however, from state to state and even within sorme states. For

example, based on rate quotes we obtainied from each state’s leading

insurer, in 1985 a Long Island, New York, obstetrician/gynecologist
purchasing coverage limits of $1,000,000/$3,000,000 would have paid
368,116, while an obstetrician/gynecologist in Utah would have paid
$13,376 for the same limits. For coverage limits of $1,000,000/
$1,000,000 in 1985, physicians practicing genera

general/family medicine
would have paid a premium of $18;229 in Dade and Broward Counties in
Flo1.da; but $2,760 in North Carolina.

As a percentage of average total professional expenses, average mal-
practice premiums for self-employed physicians increased from 7 per-
cent in 1982 to 9 percent in 1984. Again, there was significant variance
by specialty. In 1984, for example, average premiums for self-employed
general and family practitioners were about 5 percerit of average total
expenses, but average premiums for self-employed obstetrician/ gyne-

cologists were 16 percent of total expenses:

| Does ot inclide phySician teachers, researchers; and adiinistrators,

*Physician Characteristics and Distributior ir the 1., 1984 Edition, Department of Data Release
Services, Division of Survey and Data Resources; American Medical Association, 1985, p. 112
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Physicians Doubled

From 1983 to 1985

Physician Medical Malpractice Insurance
Costs Increased but Varied Widely by
Location and Specialty

AMA® estimates that total premiums paid by the over 400,000 private
patient care physicians increased by 100 p?i"céiit from 1983 to 1985.
Indications are that physncnan—owned compa:mes whrch insure more

ate: y-Monitor* of Feb-
ruary 27, 1986, reported that, in its telephone survey of 35 physician-

owned companies, 21 indicated that they will seek rate increases aver-
aging about 40 percent for 1986. _

insurance rates substantially. The )

While the 1983-85 increases are SIgmﬁcant some groups, such as the

American Trial Lawyers Association, believe that using these figures to
indicate that physician malpractice premiums are at a crisis level is mis-
leading because total physician premiums still make up less than 1 per-
cent of the country's total health care costs; which were about $390
billion in 1984.

Two other key measures can be used in analyzing physician | premlums

These are the cPI and the MCL® As skown in table 2.1, physician pre-
miums for the 1983-85 period liave increased more than either of these

indexes.

Table 2.1: Comparative Percent :
Increases for Physician Premiums and
Consumer Price and Medical Care

Indexes From 1983 to 1985

Dollars in billions

Physician premiums CPI MCi _
Percent Percent R _Percent
_______ Amount _ increase Index increase Jndgxﬁqm:msn
1983 $17 _ 2984 . 3573 .
1985 34 100 322.2 8 403.1 13

Average Premiums
Varied by Region

Average malpractlce insurance premlums for self-employed phy51c1ans

va:ned ccmmderably amdng the census reglons 6 AMA collects data on self-
and reports this information i m terms of averages. Table 2. 2 shows that
average premiums each year varied by region and increased for every
region from 1982 to 1984.

3Unless otherwise indicated, physician data are from AMA'S SMS.
4 monthly newsletter that reports medical; professional liability news:

5'l'he CPl measures the average change in prices in a market basket of goods and services, while the

MCI, a CPI element; measures the average change in prices for medical care commodities and services.

OSee ﬁﬁbi!hdi)i 1 for the U.S. censiis iégiéiié.
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Physician Medical Malpractice Insurance
Costs Increased but Varied Widely by

Location and Specialty

Table 2.2: Phyaician Average Promiums | ———

and Percent Increase From 1982 to

1984 by Census Region

6 . X
7 : 4200 5100 5,400 29
8

5,600 6,600 7,500 ; 34

g 6,700 9,000 10,000 29
"See appendix | for the U.S. census regions. Region 1 is New England, 2 is the Middle Atlantic, 3 is the
South Atlantic; 4 is the East North Central, 5 is the East South Central, 6 is the West North Central, 7 is
the West South Central, 8 is Mountain, and 9 is Pacific.

Furthermore, as illustrated'in figure 2.1, the difference in average pre-
miums between the regions with the highest and lowest average pre-
miums has increased. This gap widened principally because, from 1982

to 1984, in region 2, the region with the highest average premium paid,

the average premium increased by about 41 percent—from $7,400 to
- $10,400—while in region 7, the region with the lowest average pre-

mium, the average premium increased by about 29 percent—from
$4,200 to $5,400.

Fage 3 GAO/HRD 86.112 Mestical Maljeactics Insirancs Costa
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Physician Medical Malpractice Insurance
Costs Increased but Varied Widely by

Location and Specialty

Prcmlums Nationwide for 1982 to 1984

Average Premiums

- Were Higher for All
Specialties but
Increased More for
Ubstetncs/Gynecology

11 Thousands of Dcliars

Average prenuums varied by spec1alty7 and were generally hlgher for
specialties involving surgery. As shown in table 2.3, the average pre-

mium for all self-employed physicians increasea from $5,800 in 1982 to
$8,400 in 1984—about a 45-percent increase. Pediatrics had the lowest

increase, about 21 percent, from $2,900 in 1982 to $3,500 in 1984.

Average premiums increased for obstetrics/gynecology from $10,900 in
1982 to $18,800 in 1984—about a 72-percent increase.

7During the 1982-84 pertod, AMA consistently reported complete income and e expense data for self-
employed physictans, including medical malpractice insurance data; for only five specialties. There--
fore, we limited the trend analysis to these specialties.

Page 27 ? 8 GAO/HRD-86-112 Medical Malpractice Insurance Costs



Chapter2
Physician Medical Ma.lpncﬂce Insnnnce
Costs Increased but Varied Widely by

Location and Specialty

Table 2.3: Physician Average Premiums

and Percent Increase From 1982 tc
1984 by Specialty

Average Premiums
Were a Small

Other Expenses

~———Physician premiums efcaiit

Specialty 1982 1983 1984 increase
All physicians $5,800 $7100  $8400 = 45
Generalfamily practice 3500 4400 4,600 31
Internal medicine 3700 4,400 4,900 32
Surgery 9,900 10,900 13400 35
Pediatrics 2.900 M gl
Obstetrics/gynecology 10,900 14,100 18800 72

Maipracttce insurance was the fourth largest of five e experise items. As a

percentage ( of average total expenses for self-employed physicians,

average malpractice premiums were smatl but increased more than

other ¢ ‘expenses between 1982 and 1984. As shown in table 2.4, these

expense items included (1) nonphysmlan payroll, (2) office expenses, (3)

medical supplies, (4) insurance, and (5) medical equipment. Average

insurance premiums increased from 7 percent of average total expenses
in 1982 to 9 percent in 1984. In absolute dollars, premiums increased

about 45 percent. As a percentage of average total expenses, the largest

item, nonphysician payroll; decreased from 39 to 33 percent even

though these costs increased slightly from $30,400 in 1982 to $30,600 i

1984. Average medical equipment costs, the smallest item, remained at 6

percent of average total expenses even ‘though they increased from
$4,900 in 1982 to $5,600 in 1984; or about 12 percent:

Table 2.4: Physician Average Expenses as Parcentages of Average Total Expenses and Percent Change From 1982 to 1966

. B _ 1982 — 1983 1984 Percent
Physician expensa Amount  Percent Amount Percent Amount Percent  change
Total _ $78,400 . $85,900 . $92600 . +18
Nonphysician payroll 30,400 39 29,200 34 30,600 33 +1
Office expenses __ 17500 . 22 21,000 24 24,000 _ 26 +37
Medical supplies 7,800 10 9,200 11 10500 11 +35
Malpractice insurance 5,800 7 7,100 8 8,400 9 +45
Medical equipment 4,900 , 6 5,100 6 5,500 6 +12

nge; jxpenses do not add to total because more physicians were able to answer the AMA quastion on
total expenses than oould answer questions on the individual expense items.

Table 2.5 shows the trend in physician average expenses for five : spe-

cialties. For general/fanuly practice, internal medicine, and pediatrics,

_average insurance costs as a percentage of average total expenses in

GAO/HRD86-112 Med! i Malpractice Insurance Costs
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Physician Medical Malpractice Insurance
Costs Increased but Varied Widely by
Location and Specialty

1982 and 1984 ranged from 4 to 6 percent, while for surgery and obstet-
rics/gynecology, the range was 9 to 16 percent.

Table 2.5: Physician Average Expenses as Percentages of Average Total Ewmusmmmumjmgu—

General/family Internal - Obstetrics/
__practice medicine___ ‘Pediatrics — -
1982 1984 1982 1983 1982 1984 1982 1984 1982 1984
Monphysician payrall 42 35 39 36 39 37 a7 33 43 30
Malpractice insurance 5 5 5 6 4 5 9 10 n. 16
Medical equipment 8 6 7 5 4 5 7 7 7 6
Office expenses _ 23 26 25 é5 26 30 21 25 23 26
Medical supplies - - - 15 16 10 13 12 13 8 11 9 11
Other expenses 9 12 14 15 15 10 18 14 8 11

Average Premiums
Were a Small
Percentage of Average

Gross Income

In 1984, average premiums for self—employed physicians represented 4
percent of their average gross income;® which was $187,400 in 1982 and
$211,200 in 1984. Table 2.6 shows premium costs and other physician

average expenses in relation to average gross income:

Table 2.8: Physician Average Expenses
as Percentages of AVCTEGU Gross

Income for 1982 and 1884

____ 1982 1984

Amount _  Percent Amount Percent
Average Qross income $187,400 o . $211200 e
Professional insurance 5,800 3 8,400 4
Nonphysician payroll 30,400 16 30,600 15
Officeexpenses - ... _ 17500 -~ 9 24000 11
Medical supplies 7,800 4 10.500 "
Medical equipment 4,900 3 5,500 3

AMA data indicate that insurarce takes up a larger portion of average
gross income for obstetrics/gynecology than it does for other specialties.

As shown inl table 2.7, the average obstetncs/gym :cology insurance costs
ranged from 5 percent of average gross income in 1982 to 8 percent in
1984.

8We calculeted physician gross income from data reported by SMS by summing the average net
income and the average professional expenses of self-employed physicians:
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Table 2.7: Physician Average Premiums
as Percentages of Average Gross

Income for 1982 &:id 1984 by Specialty

wﬁw
Specialty ________ Premiums
Pediatrics $2.900 2 $3.500 2
General practice 3.500 2 — 4,600

internal medicine 5760

Surgery .
Obstetrics/gynecology

10,900

2
9,900 4
5

1985 Rates Varied
Widely by State and
Specialty

Physician malpractice insurance rates varied significantly among spe-

cialties in every state. Moreover, there were significant differences in
premiums for each specialty across states. Our analysis of the nation-

wide rate quotes shows that, as of July 1, 1985, the premiums of
$50,000 and above were concentrated in four states and the District of ‘
Columbia: Florida and New York had high premiums ($50,000 or above)

for neurosurgery, obstetrics/gymecology, and orthopedic surgery; Mich-
igan and the District of Columbia for neurosurgery; and Illinois for neu-

rosurgery and orthopedic surgery. Tables 2.8 and 2.9 show the

malpractice insurance premiums by state for the predominately pur-
chased coverage limits and policy form for internal medicine and neuro-
surgery—the specialties with the lowest and highest malpractice
insurance premiums. For internal medicine (no surgery), premiums

ranged from $8,445 in Michigan to $1,293 in Indiana. For neurosurgery,
premiums ranged from $64,696 in Florida to $9,150 in South Carolina.

(See app. II for premium information on the other five specialties.)

GAO/HRD-86-112 Medical Malpractice insurance Costs
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Table 2.8: Maipractice insurance - = ]

Premiums Paid by Physiclans in __ State Premium Coverage limits* Policy form®

Internal Medicing (No Surgery) by State  pmic $8.445 $1/7¢1

as of July 1; 1985 TC— - 7250 A
FL® 6.154 7
NYyed : 6,069 1/3
NJ 5372 _ 173
Hi 5216 13
CA® 4,800 05/15
Ak 4,707 2/4
Rl A4 1/3

PAC 4619 1.2/36

AZ 4,237 171

OR _ _ , 4:234 1/3

MD=3 ' 4,179 173

DCe 3916 13

CTd 3,649 o /3

wve 3.620 _ 13

NV 3,584 05/15

W 3,492 iy

ND 3,395 171 ,

iD? 3355 13 I

NH 3,311 173

iA ~____3,268 11

WA 3208 173

GA 3134 1N

ALY 2,876 171

wY 2,869 ' 11 .

KS 2,862 32/66 -

MO - 2,858 1

ME : 2858 1/3

) 2,780 11

VAS 27123 R

DE? 2,545 173

™ _ - 2:453 1/3

KY¢ 2332 12/16 —

vT 2,293 T

LA 2236 i72

MN 2055 - _ _ 173

JTd 2015 13

MT 2,008 05/15

I0I0I0I0IoI0IOIO CDOOLOOOL)O

clololololoiololololololololololblololololo
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State : Premium ___ Coverage limits® Policy form®
OK o $18%2 $5/$5 — 5
N 1,891 71

OH_ 1,852 22/26

MAd e 1.844 73

MSe 1,802 171

co 1,760 , T

NE i

M E—— 1,704 05/

™ 45 = 7
SC 1,332 - W

AR - 1323 171

N___- 1,293 05/

LOO ‘('D olalo

ololalol

*Coverage limits aré per occuirence/in aggregate. Figures are in millions.

b0 = Geciitenica, C = claims-made. 7

“Leading insurer has multiple-rating territories. Premium shown is for territory with the largest number of
physicians of this speciaity.

9L eading insurer offers both occurrence and clairms-made policy forms.

*Premium shown is conaitional upon final approval of state insurance depariment.

None.
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Physician Medical Malpractice Insurance
Costs Increased but Varied Widely by

Location and Specialty

Table 2.9: Malpractice Insarmes . - e ———
Premiums Paid by Physicians:in 7 State _Premium _ Coveragelimits®*  Policy form?

Neurosurgery by State as of July 1, - FLe $64,69 $1,81 C
1985 iLe 56,088 173 o
: pes 54,523 _ 5/5 o
ND 41,630 mw €
AZ 41,623 3/3
Nyed 37,736 1/3
Hi . 37,652 1/3
IA 37.270 m
wi 37,217 U
GA o 35,58